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The current economic and financial crisis has had a strong influence on stock market performances in 
the process of financing the economic activities. This paper aims to analyze the dynamic of the stock 
market in Central and Eastern Europe under the impact of the macroeconomic imbalances, 
emphasizing the volatility of the foreign capital inflows. The data selected for the study will be used 
to test the impact of stock market development on the correlation between foreign capital inflows and 
economic growth. The result will allow comparisons between the macroeconomic performances and 
identifying the adequate measures through which national capital market can become more attractive 
for investors.  
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1. Introduction  
 
International emerging markets have attracted the attention of researchers and economists, 
especially during the current economic crisis and due to their high potential for development and 
their capacity to grow faster than the developed economies.  
The relationship between financial liberalization, stock market development and economic 
growth was intensively debated in the theoretical literature, starting with the work of Goldsmith, 
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1969 and Shaw, 1973. Their perspectives highlighted the positive contribution of financial 
development to meet higher economic growth rates, based on two main approaches: 
role and accentuating the favourable impact exerted by capital 
account liberalization on economic growth and financial development.  
Capital account liberalization and the development of the financial sector have had an important 
role on stock market development and growth indicators, under the factors that influence their 
relationship. Levine, Zervos, 1996 and Demigurc  Kunt and Levine, 1996 carried out their analysis 
focusing on stock market indicators and demonstrated the existence of a causal relation between 
stock market development and economic growth. Stock market development facilitates the access of 
investors to financial resources and stimulates efficient allocation of resources, boosting both 
national and foreign investments.  
An adequate functioning of the stock market represents a significant condition for financial 
sector evolution which has an essential contribution to sustainable economic development, 
transforming the national economy in an attractive one for foreign investors.  
The paper is structured into four sections: the first section presents the theoretical framework 
about the topic, followed by a dynamic analysis of the indicators; the third section is dedicated to the 
econometric study based on data on Romanian stock market, meanwhile, the last section provides the 
conclusions drawn from the analysis and a suggestion for measures the improve its impact on 
economic development.  
 
2. Stock market development and economic growth  theoretical framework 
 
Researchers and economists have paid increased attention to the relationship between financial 
development and economic growth, due to previous results that showed controversial perspectives, 
some of them identified a positive correlation between the variables and others have significant 
doubts on this correlation. Important studies on this topic tried to prove the existence of any 
relationship between financial development and economic growth and afterwards, the nature and 
direction of causality  if development of financial sector stimulates economic growth or the 
relationship goes the way around, King, Levine, 1993a, b.  
Emerging stock markets have a key role in the international economy, and their effects on 
economic growth can be transmitted to the real sector through their specific channels: liquidity, 
market capitalization, risk sharing and diversification. Bencivenga et. al., 1996 offered strong 
evidences about the contribution of stock market liquidity in boosting economic growth, through 
 
Using Indian stock market indicators (liquidity, volume of transactions, volatility), Deb and 
Mukherjee, 2008 carried out a time series analysis and concluded that between real GDP growth and 
market capitalization is a bidirectional causality, but from stock market activity and real GDP growth 
exists a unidirectional relationship. Liquidity, as a stock market indicator, along with a sound and 
developed financial banking system, play a key role in accelerating economic growth, Levine, 1997 
emphasized the impact of stock markets on economic growth by increasing capital investments 
liquidity, assuming that a higher degree of liquidity will allow savers to sell their shares easily, 
 
Stock market in Singh, 1997 view is often seen as an intermediary in generating positive 
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externalities by increasing domestic savings and their quality. Carrying out an analysis on forty 
countries, Atje and Jovanovic, 1993 showed the existence of a correlation between economic growth 
and the stock market value traded divided by GDP, identifying the fundamental channels through 
which economic growth can be influenced: liquidity, risk diversification, corporate governance, and 
acquisition of information.  
Stock market ensures the proper environment for obtaining more financial resources to develop 
investment projects and sharing risks, and, sometimes, they are seen as an agent who hurts economic 
development due to their susceptibility market failure.  
Applying a different technique  ARDL, Shahbaz et. al., 2008 was able to confirm the long - run 
positive correlation between stock market and economic growth in Pakistan, while Enisan and 
Olufisayo, 2008 have demonstrated, using data from sub  Saharan Africa countries that stock market 
development significantly influences growth in Egypt and South Africa.  
In Mauritius, Nowbusting and Odit, 2009 implemented a time series analysis based on two 
important stock market indicators  size and liquidity and obtained a positive correlation between the 
variables both in short  run and long  term.  
Portfolio investments have an important role in meeting the financial needs of investors through 
the stock markets, the literature providing evidence on the ways FPI can stimulate growth: providing 
non-creating source of foreign investment, transfer of financial resources, increasing the efficient 
allocation of capital.  
Pal, 2000 examined the impact of foreign portfolio flows on the economy and the industry in 
India, but the hypothesis that foreign portfolio investors will boost stock market development and 
growth in India is rejected. Mishra et. al., 2010 studied the role of foreign institutional investments 
on boosting economic growth in India and showed the bidirectional causality among variables.  
Klein and Olivei, 2008 showed that capital account openness enhances economic growth in 
industrial nations and Durham, 2004 shows that FDI and equity portfolio flows have no significant 
impact on growth using a cross  sectional model that includes both high and low income countries, 
being contingent to the absorptive capacity of the country. Henry, 2000 increases the value of the 
studies focusing his analysis on eleven developing countries and using a time series model he 
focused on the correlation between private investments and stock market liberalization. 
 
3. The dynamic of foreign flows and stock market indicators in Central and Eastern emerging 
markets  
 
The relationship between stock market development and economic growth implies a dynamic 
analysis of foreign flows, growth rates and the stock market indicators in EU member countries  
Hungary, Latvia, Lithuania, Poland, Romania, Bulgaria and the EU candidate  Croatia.   
Worldwide economies have been negatively affected by the financial crisis, growth rates analysis 
in selected emerging markets permits the identification of three main periods: before 2000, GDP 
growth rates were oscillatory due to the transition process and the policy measures implemented to 
achieve macroeconomic stability; from 2000 till 2007, the economic activity emphasized the 
efficiency of the strategies carried out and the last period, starting 2007, the GDP growth rates 
suffered major declines influenced by economic imbalances and turbulence and economic activity 
restrain, except Poland. 
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Fig. 1.  GDP growth rates in Central and Eastern emerging markets during 1995  2010 
 
(Source: processed after http://databank.worldbank.org/ddp/home.do, World Development Indicators &Global Development Finance) 
 
National authorities aim to raise the attractiveness of the country and to achieve higher growth 
rates, through the positive externalities generated by foreign flows. Capital account liberalization has 
increased their mobility and the development of international country relations. FDI flows had an 
upward trend before the crisis stroke and after this moment, the decrease was severe. Private capital 
flows influence the real sector by offering investors the opportunity to place their savings in 
profitable investments and having an indirect impact on the national economy.  
Stock market development represents a major premise to meet higher rates and its development 
level is appreciated through the values of the specific indicators: market capitalization, stock value 
traded, turnover ratio. International statistics show that the financial crisis affected negatively the 
market capitalization and turnover ratio, which recorded a downward trend, but started to recover 
slowly since 2010.  
 
Fig. 2.  Market capitalization and turnover ratio dynamic in Central and Eastern Europe  
 
 
(Source: processed after http://databank.worldbank.org/ddp/home.do, World Development Indicators &Global Development Finance) 
 
4. Data and methodology  
 
This section is dedicated to the study of the relationship between stock market development and 
economic growth in Romania, using data over the period 1995  2010 from World Bank 
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Development database indicators. The variables selected for the analysis are: 
 GDP growth rate  annual percentage growth rate of GDP at market prices based on constant 
local currency 
 market capitalization of listed companies, as a percentage of GDP  the share price times the 
number of share outstanding 
 turnover ratio (%)  total value of shares traded during the period divided by the average market 
capitalization for the period  
 stock value traded (% of GDP)  total value of shares trade during the period 
  real investment  total investment as a percentage of GDP 
The series will be tested for stationary and afterwards using VAR model will be established the 
equation for GDP growth rates using the independent variables and their coefficients. Granger 
causality will be finally carried out to determine the long  run causality between the variables. 
 
5. Empirical results 
 
Descriptive statistics for the variables are presented in the table below. The probability associated 
to the Jarque  Bera test highlights that GDP growth rates, real investments, market capitalization 
and stock value traded are normally distributed. 
 
Table 1. Descriptive statistics 
 
 Indicators                 GDPGR               INV                   MC                    SV                       TR 
Mean                        2.845185             23.5965             10.81942           1.436287              21.71199 
Median                     4.636149               23.478             9.669274           0.971377             14.01196 
Skewness                  -0.84993            0.166959             0.448615            1.33949              1.762777 
Kurtosis                   2.564049             2.634292           1.788665          3.790649                 4.84805 
Jarque  Bera           2.05305             0.163495            1.512513            5.20137               10.56321 
Probability                0.35825             0.921504              0.46942           0.074223           0.0005084 
 
The Augmented Dickey  Fuller test is implemented to conclude whether the series are stationary 
or not and the results showed that GDP growth rates are stationary at second difference being second 
order integrated I (2), while the other variables are I (1).  
 
Table 2. ADF unit root test results for level, first and second difference 
 
Variables                                Level                                             First / second  difference  
GDPGR                             0.0837 (***)                                     0.1804 / 0.0000 
INV                                    0.6094                                              0.0226 [(**); (***)] 
MC                                     0.6278                                              0.0147 [(**); (***)] 
SV                                      0.3574                                              0.0661 (***) / 0.0003  
TR                                      0.2483                                              0.0458 (**) 
Note: (*), (**), (***) significant variables at 1 %, 5 %, respectively at 10 %  
 
 Establishing the level of integration for each variable, permits the determination of the GDP 
growth equation based on the VAR model:  
2211 _0001.0_0001.0_018.02_016.02_ ttttt DTRDINVDINVDGDPGRDGDPGR   (1) 
 According to the equation and the table with Granger causality results, can be observed that 
market capitalization and stock value traded does not exert a direct impact on economic growth rates.  
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Table 3. Granger Causality Test Results 
 
Null hypothesis                                                                      F  statistic                   Prob.  
GDP growth rate versus Market Capitalization  
MC does not Granger Cause GDPGR                                       0.36437                       0.7071 
GDPGR does not Granger Cause MC                                       1.17564                       0.3629 
GDP growth rate versus Stock Value Traded 
SV does not Granger Cause GDPGR                                        1.68474                       0.2528 
GDPGR does not Granger Cause SV                                        0.44999                       0.6549 
GDP growth rate versus Turnover Ratio 
TR does not Granger Cause GDPGR                                        15.7248                       0.0026 (**) 
GDPGR does not Granger Cause TR                                        4.12387                       0.0656 (***) 
GDP growth rate versus Real Investment  
INV does not Granger Cause GDPGR                                     4.88761                       0.0469 (**) 
GDPGR does not Granger Cause INV                                     0.08852                       0.9163 
Real investment versus Market Capitalization 
MC does not Granger Cause INV                                              3.64758                       0.0748 (***) 
INV does not Granger Cause MC                                              0.13671                       0.8742 
 Note: (*), (**), (***) significant variables at 1 %, 5 %, respectively at 10 % 
 
 The results indicate the absence of a direct causal relationship in long  term between GDP 
growth rates, market capitalization and stock value traded, but do confirm the bidirectional 
correlation between GDP growth rates and turnover ratio, for 5 % and 10 % levels. The findings also 
emphasize the unidirectional causality from investments to Romanian growth rates. Granger causality 





The present study represents an attempt to set up the correlation between stock market 
development and economic growth in Romania, based on annual available data, through a different 
and modern technique: Granger Causality test. In Romania, the stock market is in a continuing 
process of development, but still, there are significant measures that need to be carried out to 
stimulate its evolution. The results showed that a higher rate of economic growth is definitely 
stimulated by the real investments, which indirectly generate positive externalities on stock market 
indicators and in the real sector. Granger Causality analysis showed that market capitalization and 
stock value traded do not exert any impact on economic growth rates, emphasizing the low level of 
development of the stock market and its reduce role in the Romanian economy.  
In the national economy, real investments have a key influence on economic growth rates which 
it is expected to enhance the development of the stock market, and, on the other side, the values 
obtained confirm the positive influence market capitalization may have on real investments, and, in 
consequence, on the national growth rates, for a 10 % level. Bucharest Stock Exchange is an 
emerging market which has not gained yet the confidence of the investors, despite the efforts made to 
increase its transparency. Weak regulation has had a negative influence on the stock market 
indicators since its appearance, but lately, the responsible authorities strengthen the rules and laws 
adopted on the stock markets and the improvements made in its functioning can be easily seen as the 
national stock market developed international cooperation and signed important agreements. These 
fects 
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on the economic growth. The integration into EU markets stimulates the development of new 
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